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A free, virtuous and enlightened people must know well the great 


principles and causes on which their happiness depends. — James Monroe 
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Congress Debates 
Tax Revision Plan 





Taxes on Capital Gains and Sur- 
plus Profits Are Attacked by 
Business Interests 


MEASURE IS A COMPROMISE 
Criticized Taxes Are Modified by Bill 


Now Before House, but Theory of 
Levies Is Retained 











Businessmen the country over, big and 
small, rural and urban, are more united 
in their opposition to the tax program of 
the Roosevelt administration than to any 
other single feature of the New Deal. They 
have unloosed a barrage of attack against 
the taxes on business which this administra- 
tion has imposed. The most frequently 
made charge is that this tax program has 
been the primary cause of the present busi- 
ness recession; that it is the principal 
stumblingblock which today stands in the 
way of recovery. As determined in their 
views are the supporters of the program 
who argue that the tax program of this ad- 
ministration is designed to iron out many 
of the inequalities of the economic sys- 
tem; that it will eventually lead to greater 
stability than we have known in the past, 
and will result in higher levels of prosper- 
ity. There is hardly a sharper issue in 
American politics today than the one which 
has arisen over taxation. 


Congress Acts 


The constant hammering of businessmen, 
week in and week out, has stirred Congress 
to action. Those who want the tax laws 
to be repealed, or at least drastically modi- 
fied, have been aided in their demands by 
the business recession, for congressmen are 
as anxious as anyone else to see the country 
start once more on the road to recovery. 
Thus, investigations have been held by con- 
gressional committees and proposals for 
changes in the tax laws have been made 
and are now being debated in the halls of 
Congress. 

What specifically, are the taxes to“which 
businessmen object and what are their 
reasons for seeking their repeal or revision? 
In the main, there are two taxes upon which 
business is centering its heaviest fire. These 
taxes are known under the rather formida- 
ble names of the undistributed profits tax 
and the capital gains tax. The former ap- 
plies particularly to corporations and the 
latter primarly to individuals who have 
invested money in property of one form 
or another. 

The capital gains tax can best be seen 
in operation by taking a concrete illustra- 
tion. While it applies to all forms of 
property, its most widespread use is in 
connection with the ownership of shares 
of stock in corporations. As is well known, 
the shares of stock of a corporation do not 
sell for the same amount of money from 
one week to the next. The stock of the 
Bix Soap Company, for example, may sell 
for $25 a share today; next week it may 
go up to $35; a month hence the price may 
be $15. 

Let us suppose that a Mr. Jones buys 
a thousand shares of Bix stock when the 
price is $25 a share. He pays $25,000 for 
the stock. In a few months he finds that 
the price has gone up to $35, and he decides 
to sell. He makes a profit of $10,000 on 
the deal. This increase in the value of the 
stock is known as a capital gain, and the 


(Continued one page 8) 




















THIS 1S NO TIME FOR A CALM DISCUSSION OF TAXES 


HERBLOCK IN PONCA CITY (OKLA.) NEWS 








Dreaming and Planning 


One who is at all imaginative is likely to spend quite a little of his time daydreaming. 
He will find himself now and then building castles in the air. He will do this if, along 
with his gift of imagination, he is fortunate enough to be of an optimistic turn of mind. 
And there is much to be said for castle building or bubble blowing as a diversion. Most 
of us find our daily occupations somewhat drab, and it is a pleasant and exciting relief 
Our 
imaginations were cultivated during our early years by the fairy tales with which we 
became familiar. 


to escape in fancy once in a while and engage in romantic or adventurous pursuits. 


The romantic impulses were later kept alive by fiction which was 
unrealistic, perhaps, but entertaining, and they are now sustained by the glamorous char- 
acters and plots of the movies. 
future replete with glory and achievement. 


No wonder we build castles in Spain and dream of a 


This is all very well, provided our daydreaming is only occasional, that we indulge 
in it in moderation, and make use of it only as a diversion or entertainment, not allowing 
it to become a substitute for action. A good many people, unfortunately, do not know 
the meaning of moderation. They are always dreaming of the future and talking of the 
great things they are going to do. They obtain satisfaction from the contemplation of 
the success that is to come, but take no concrete and definite steps in the direction they 
are expecting to take. 


They do no real work of preparation. Daydreaming in such a 


case becomes a dissipation; an escape from a not-too-pleasant present, but not a real escape. 


The only real and effective and permanent escape from an unsatisfactory present 
comes from action which changes the conditions of life in fact and not in fancy. There 
is a pleasure which comes from imagining possible and attainable improvements and from 
planning definitely to accomplish the results which have been imagined. There is satis- 
faction in action which leads to achievement. Let each individual build his castles in the 
air, but build them not so far above the surface that they may not be reached. Then, 
while his enthusiasm is still aflame, let him begin the work of moving in. Dreaming 
should be accompanied by planning, and planning should be followed by action. To 
dream without planning, to plan without working, is dissipation which leads inevitably 


to disillusionment and failure. 
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Colonies in Africa 


Come Under Survey 





Hitler to Press Demands for Re- 
turn of Germany’s Former 
Overseas Territories 


AREA’S RESOURCES WEIGHED 








Evidence of Some Wealth Apparent but 
Hardly Enough to Assure Large 
Gains to Nazi Germany 





Africa, which during a large part of the 
nineteenth century was a bone of conten- 
tion among the European powers, has 
again become the scene of international 


rivalries. Italy is quietly settling down, 
trying to digest the choice morsel she 
swallowed when she annexed Ethiopia. 


Germany is becoming ever more insistent 
upon the return of her African colonies 
which were taken from her at the close of 
the World War. The more her power and 


prestige increase in Europe, the more 
loudly she cries out for these colonial 
possessions. Hitler has made it known, 


no later than in his recent address to the 
German Reichstag, that there can be no 
appeasement in Europe until the colonial 
question is settled. The German aims 
were made unmistakably clear in the re- 
cent Hitler address: 


From year to year the demand will grow 
stronger for those colonial possessions which 
Germany never took away from another 
power and which are for their possessors 
today as good as worthless, though for our 
own nation they appear indispensable. 

I wish at this juncture to repel the hope 
expressed that it will be possible to haggle 
away our claims by the offer of credits. We 
desire not credits, but the fundamentals of 
life which would enable us, through our dili- 
gence, to insure the existence of the nation. 
Above all, we do not seek naive assurances 
that we shall be permitted to buy what we 
need. Such declarations are regarded in Ger- 
many with nothing better than disdain, and 
we decline to accept them for once and for all. 


Germany’s Demands 


There is no mistaking the meaning of 
these words. They express a fierce deter- 
mination to regain something which every 
German believes justly belongs to the 
fatherland. Rightly or wrongly, Germany 
feels that her very life depends upon the 
restoration of the African colonies. With- 
out them, she contends. there is no way 
to obtain the raw materials and foodstuffs 
which the nation requires. The Germans 
cast a longing eye toward the African con- 
tinent for markets to absorb the industrial 
products which they must produce and sell 
if they are to be prosperous. It is cer- 
tain, therefore, that any attempt to com- 
pose the differences between Germany and 
England, or any attempt to bring about 
a general European appeasement, will have 
to take into account the question of colo- 
nies. 

Germany arrived late on the scene in 
the mad scramble for land in Africa. The 
other powers of Europe had already built 
up impressive overseas empires by the 
time she was ready to plunge into imperial 
ventures. Her entire colonial empire was 
acquired within the short space of five 
years, from 1884 to 1889. Some of the 
other powers had started to gain a foot- 
hold in Africa back in the fifteenth cen- 
tury. But before the nineteenth century, 
the European powers were content with 
a few scattered trading posts and a number 
of ports in which to repair their ships and 
load supplies for further journeys. 

It was industrialization, more than any- 
thing else, which spurred the colonial march 








THE AMERICAN OBSERVER 


March 14, 1938 





into Africa during the nineteenth century. 
Africa remained the only available conti- 
nent for European exploitation, and the 
Powers were prompt to seize their oppor- 
tunities. France crossed the Mediterranean 
and helped herself to Algeria. At the 
southernmost tip of the continent, the 
British began to entrench themselves, push- 
ing out the Boers. Spain, the Netherlands, 
Denmark, and Portugal; all had interests 
in the African continent. By the eighties, 
the scramble for Africa became even more 
intense, as England occupied Egypt, France 
acquired a stranglehold on Tunis, Bel- 
gium helped herself to the rich Congo 
district. 


The German Colonies 


The entire continent was by way of be- 
ing taken over as a colonial preserve by 
the European powers when Germany en- 
tered upon the scene. There were four 
German colonies in Africa: Togoland, the 
Cameroons, German West Africa, and 
German East Africa. German explorers 
penetrated into Africa, laying claim to 
large parcels of the continent. It was a 
combination of conquest and diplomacy 
which enabled Bismarck’s Reich to obtain 
its share of the spoils. Altogether these 
German colonies contained a little more 
than a million square miles, an area about 
five times the size of Germany itself. 
There can be no doubt that the Germans 
had great ambitions to build a gigantic 
empire in Africa, and that had they won 
the World War, they would have taken 
over regions belonging to the other powers. 
But Germany did not win the war, and she 
was not allowed to keep even the colonies 
which she had won. They were turned over 
to the victorious nations, to be held in 
trust as mandates under the general super- 
vision of the League of Nations. 


The most important of the German col- 
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onies was German East Africa. The 
largest part of this colony is now known 
as Tanganyika and is under the control 
of Great Britain. Part of it—Ruanda and 
Urundi—is controlled by Belgium. This 
former colony is twice the size of Germany 
itself, but has a population of only 4,000,- 
000 of which the preponderance are na- 
tives. While part of the region is fever- 
infested, there are large sections suitable 
for cultivation. Sisal hemp and rubber 
are the principal products, but with proper 
cultivation coffee and cotton could be 
produced and cattle could be raised suc- 
cessfully. Certain districts would be suit- 
able for human habitation. 

Southwest Africa, formerly German 
Southwest Africa, is now controlled by the 
Union of South Africa, a member of the 
British Commonwealth of Nations. For the 
most part, it is a desert country which 
offers few possibilities for economic ex- 
ploitation. It is extremely arid and can 
support only a small population. There 
are grazing lands here and there, mostly 
in the interior, and stock raising is about 
the only activity which could be advanced 
with profit. Most of the inhabitants are 
engaged in raising livestock. 

The Cameroons, controlled by France, 
produce mahogany, rubber, palm oil, cacao, 
with possibilities for an increase in the 
production of both cotton and _ tobacco. 
With improved methods, rubber could be 
produced in large quantities. Transporta- 
tion is difficult and expensive, and vast im- 
prevements would have to be made in or- 
der to make the region profitable. 

Togoland, the smallest of the former 





German colonies, has been divided be- 
tween France and England. While serious 
difficulties would have to be overcome, this 
colony is recognized as having considerable 
possibilities. Large sections of it are ca- 
pable of being turned into fertile agricul- 
tural areas and could produce such crops 
as cotton and tobacco. Here, as in the 
other colonies, the danger of disease and 
fever is great, and precautions would have 
to be taken to make it fit for German 
colonization. 


could be developed, un- 
der proper direction, to 
be of great value to the 
German nation. 
Moreover, the Ger- 
mans claim that world 
conditions have so 
changed since the war 
as to make comparison 
with prewar conditions 
invalid. Germany, today 
as before the war, is 
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Cattle, dairy products, copper, 
diamonds, lead and tin. 
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Left: A view 
of Johannesburg, large modern 
city of southern Africa. Above: 
Natives of French Equatorial 


man colonies. 


Africa carrying cotton to the 
gin. 


So much for the resources of the Ger- 
man African colonies. Of what value were 
these colonies to Germany before the 
World War? Those who oppose their re- 
turn to Nazi Germany cite statistics to 
prove their meager worth. In 1913, for 
example, there were only 18,362 Germans 
in the African colonies, and large numbers 
of these were military and administrative 
officials stationed there. It is probable 
that no more than 10,000 of the German 
residents were actual settlers. The col- 
onies had little value as a source of raw 
materials or as a market for German 
goods. In fact, in 1913 Germany’s trade 
with her African colonies accounted for 
only one-third of one per cent of her total 
foreign commerce. It can hardly be de- 
nied that the colonies did not pay for 
themselves during the prewar period. 


German Claims 


But these statistics and these arguments 
fail to convince the Germans who long 
for the return of their empire. Aside 
from the question of prestige, Germany 
claims that there are sound economic rea- 
sons why the African colonies should be 
returned. In the first place, they say that 
while they may not have succeeded in 
greatly developing the resources of the 
African possessions in the prewar period, 
they had nevertheless made considerable 
strides and would have been able to de- 
velop them to an appreciable extent had 
they remained in control. While large 
sections of the former colonies are prac- 
tically worthless, as we have seen, they 


overpopulated, containing in a relatively 
small area some 65,000,000 people. Before 
the war large numbers of these could emi- 
grate to such countries as the United 
States. As a matter of fact, nearly a 
quarter of a million of them did emigrate 
each year. Now it is impossible for them 
to do so because most other nations have 
established restrictions against the immi- 
gration of foreigners. For that reason, 
Germany looks upon Africa as a more 
promising field for colonization than in 
the prewar days. 


Source of Supply 


The heart of the problem, however, 
deals with raw materials. Germany claims 
that without colonies she cannot obtain 
the raw materials which she so sorely 
needs. She is wholly or almost wholly 
lacking in oil, cotton, rubber, and copper. 
By no stretch of the imagination could all 
these products be obtained from Africa. 
Nor could all her needs for such foodstuffs 
as coffee be met. Nevertheless, the Ger- 
mans feel that the return of the African 
colonies would help. Geographical condi- 
tions in large parts of the colonies are 
such as to permit the production of many 
of these goods in large quantities. 

The Germans do not accept the con- 
tention of those who say that they can 
buy all the raw materials they need from 
other nations; that foreign nations are 
only too anxious to sell their goods. They 
claim that they cannot sell enough of their 
manufactured goods to obtain the money 
with which to pay for these goods. Since 
Germany cannot pay for imports with 
her own money, she must sell a sufficinet 
quantity of goods to obtain the foreign 
money, and foreigners are unwilling to 
buy German goods. They have erected 
tariffs and other barriers to trade, making 
it impossible for Germany to obtain the 
needed raw materials. If these raw mate- 
rials were to be found in regions which be- 
longed to Germany, no such difficulties 
would be encountered since Germany could 
use her own money to pay for them and 
could develop them in large enough quan- 
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tities to meet at least a part of her needs 

Another claim advanced by the Ger- 
mans is that those nations which now have 
control of the raw materials produced in 
colonies have placed restrictions upon 
them which work to the disadvantage of 
the Germans. One German writer has 
put it this way: “Extensive restrictions 
have been imposed upon production. This 
is true for a great many products: rubber, 
coal, copper, cotton, aluminum, zinc ore, 
and nitrate. But that is not all. Food- 
stuffs—coffee, tea, sugar, and wheat—are 
also subject to restrictions. . . . In view 
of these conditions, no one can fairly say 
that .. . Germany can buy what she wants 
on the open market; for the restrictions 
have been imposed upon the very goods 
which she wants most to buy.” This 
writer goes on to argue that “many of the 
colonial products are being monopolized,’ 
thus placing Germany in a position of 
being unable to fill her needs. 


The Larger Question 


The whole question of the restoration of 
Germany’s colonies is tied up with the 
larger colonial question. Economists in 
all countries have long been divided on 
the question whether colonies pay any 
country. Statistics are pulled out to show 
that every imperial nation, from Great 
Britain down the list, has paid far more 
to keep its colonies than it has ever 
received in return in the way of raw ma- 
terials or markets for its finished goods. 
The contention is made that the solution 
of Germany’s economic problem lies not 
in the restoration of her colonies but in 
a general breaking down of trade barriers 
throughout the world which will enable the 
Germans to exchange their products for 
the raw materials and foodstuffs they re- 
quire. Opponents of the return of the 
German colonies point out, to support 
their views, that of the great empires, not 
one buys as much as one-fifth of its raw 
materials from its colonies. The greatest 
amount of trade always exists with other 
foreign nations and their colonial em- 
pires. 

Whatever merit there may be to any of 
these arguments, they are likely to have 
little effect upon the ultimate settlement 
of the issue of the German colonies. The 
Germans are determined that the African 
colonies are rightfully theirs and they are 
likely to become more vehement in their 
demands for restoration. Economic argu- 
ments leave them cold. To the British 
statesmen who have proclaimed that the 
colonies taken from Germany are more a 
liability than an asset, Hitler publicly re- 
plies by asking the question: “If you think 
them worthless, and indeed find them 
burdensome, why don’t you return them 
to us?” 

More than anything else, the colonies 
are a symbol of imperial power and glory, 
and it is for that reason, more than any 
other, that Germany is seeking the return 
of her former African empire. And it is 
precisely for this reason that the British 
are opposed to their restoration. It is 
not so much the intrinsic worth of the 
colonies that worries the British; it is the 
fear that this symbol of increased power 
will lead only to further German demands, 
will be used as a springboard for further 
expansion, just as previous concessions in 
Europe have not appeased Germany but 
have led to further demands and further 
expansion. Few people in Europe believe 
that Germany would be satisfied with the 
mere return of the African colonies. 








March 14, 1938 


THE AMERICAN OBSERVER 





+ 
Ww 











































































































With the storm over Anthony 
Eden’s resignation from the foreign office 
at least temporarily abated, the British 
government has now settled down to the 
task of composing an agreement with Mus- 
solini over the issues that for more than 
two years have strained relations between 
them. London’s ambassador in Rome, the 
Earl of Perth, is carrying on the conversa- 
tions for his government while the Italian 
viewpoint is being presented by the Italian 
foreign minister, Count Galeazzo Ciano, 
who is also Mussolini’s son-in-law. 

The following, in a nutshell, are the 
terms which England is believed to be in- 
sisting upon: 

1. The withdrawal of Italian troops from 
the Spanish civil war. 

2. Reduction of the Italian garrisons in 
Libya or, at least, their withdrawal from 
the Egyptian frontier where they have 
been concentrated in increasing strength 
of late. 

3. A pledge by Mussolini not to fortify 
various islands in the Mediterranean. 

4. The cessation of anti-British propa- 
ganda in the Near East from the Italian 
radio station at Bari. 

5. A pledge to protect the headwaters 
of the Nile River. 

Mussolini, in turn, is reported to be in- 
sisting upon the following: 

1. British recognition of his Ethiopian 
conquest. 

2. Naval equality with Britain in the 
Mediterranean. 
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ACME 
WHERE TROUBLE CLOUDS LOOM 


Nestling in the valley of the Austrian Tyrol is the 

beautiful town of Graz, where the strength of Aus- 

tria’s Nazi party is concentrated in opposition to the 

Vienna government. Dangerous disturbances are feared 

in this area as the aftermath of the Hitler-Schuschnigg 
conference. 


3. A pledge by the British government 
that it will take no further steps to fortify 
the island of Cyprus. 

4. British support of an arrangement 
whereby Italy could participate in the con- 
trol of the Suez Canal. 


* * x 


Spain: Naval combat has figured but 
slightly in the Spanish civil war. The 
loyalist fleet, though superior to that of 
the rebels in number of units, has on the 
whole refrained from inviting an engage- 
ment because the rebels were in possession 
of Spain’s two newest and most powerful 
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vessels, the cruisers Canarias and Baleares. 
The insurgents, for their part, being con- 
vinced that victory would ultimately hinge 
upon their ability to defeat the loyalist 
land forces, have used their naval power 
only for blockading purposes. By patrol- 
ling Spain’s Mediterranean coastline, they 
hoped to prevent materials from reaching 
the loyalist forces through Barcelona and 
less vital ports, thereby crippling the loyal- 
ist defense. To a certain extent, that 
blockade has been successful, for time and 
again merchant ships bound for loyalist 
ports have been reported seized and their 
cargoes appropriated by the insurgent war- 
ships. 

So it was an altogether unexpected de- 
velopment that took place last week when 
the loyalist fleet steamed out of Cartagena, 
on the southern coastline, sighted a cluster 
of rebel ships in the early hours of the 
morning, and opened fire. Loyalist marks- 
manship proved surprisingly accurate, for 
one of the rebel cruisers sustained a direct 
hit amidships and was set aflame. Pursu- 
ing their advantage, the loyalists later dis- 
patched a squadron of bombers and forced 
the enemy to disperse. Among the routed 
vessels were three Italian warships, ‘‘ceded” 
to Franco by Mussolini. 


* * *” 


Soviet Russia: Public opinion the 
world over is shocked by the trial 
in Moscow of 21 men once prominent in 
the highest Soviet circles. That these men 
should have turned traitors, after devoting 
their entire lives to the Communist cause; 
that they should have conspired to dis- 
member the Soviet land and yield its frag- 
ments to Germany, Japan, Italy, and Great 
Britain; that they should have stopped 
not even at murder to overthrow the 
Stalin regime; and above all, that they 
should have suddenly grown repentant and 
have confessed their crimes, declaring 
themselves villains of the vilest sort—all 
this makes a story so fantastic that it is 
being received with utter skepticism in the 
world press. 
ok * * 


India: Unless Great Britain shows a will- 
ingness to grant the people of India a 
larger measure of self-rule, she may find 
herself faced with a most delicate situation 
in the near future. The new constitution, 
adopted somewhat less than a year ago, 
operated smoothly until a fortnight ago. 
It was not the kind of charter that the 
Indians desired. They took exception par- 
ticularly to the clause permitting British 
administrators to veto leg- 
islation of the local gov- 
ernments. Nonetheless, 
they finally agreed to ac- 
cept the constitution when 
they received the British 
viceroy’s pledge that only 
during an emergency would 
Britain interfere with the 
authority of the provincial 
rulers. 

But the British have now 
gone back on their pledge, 
with the result that the In- 
dians are now debating 
among themselves whether 
to cease all further coopera- 
tion with England. It is 
reported that Mohandas K. 
Gandhi, the veteran leader, 
favors a policy of resis- 
tance and that he is pre- 
pared to rally the people 
behind him in a campaign 
of “civil disobedience.” If 
such should be the case, In- 
dia might again embark 
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GANDHI RETURNS TO THE POLITICAL ARENA 


Mohandas Gandhi, revered Indian leader, is again taking active part in the political life of troubled India. He 
took occasion recently to reiterate his principles of passive resistance. 


Germany: Indications that the Nazi 
regime has no intention of bringing to 
an end its struggle with the Protestant 
Church and with religious institutions 
generally are seen in the final disposition 
of the case of Martin Niemoeller, pastor 
of a leading Berlin parish. Mr. Niemoeller 
was arrested eight months ago, charged 
with sedition against the state and with 
violating regulations imposed by the Nazis. 


What would otherwise probably have 
been a trial of purely local interest assumed 
national significance from two facts. The 
first was the fact that Mr. Niemoeller 
had himself once been an ardent Nazi 
follower and that he only broke with the 
government when it sought to control the 
church. The second was the fact that 
among those testifying in his defense were 
high ranking army officers. 

Although the charge of sedition was 
dropped during the course of the trial 
by the state prosecutor, the pastor was 
found guilty on the other counts. He was re- 
leased only because he had already served 
sentence while awaiting trial. But im- 
mediately upon his release, he was seized 
by the secret police and placed in a con- 
centration camp. How long he will re- 
main there is not known. But it has 
been intimated by a Nazi official that the 
pastor will never again have an opportunity 
to speak from the pulpit. 




















upon a period of turmoil 
similar to those of the past. 


SNOW WHITE 


AND THE SEVEN DWARFS 


HERBLOCK IN WASHINGTON DAILY NEWS 


Were Chancellor Hitler intent 
conciliating the church, he would 
forbidden the rearrest of Niemoeller. The 
time was particularly opportune for a 
friendly gesture. In view of the fact that 
Austria is largely Roman Catholic, he 
could have taken a long step toward con- 
ciliating those Austrians whose opposition 
to a union with Germany is based almost 
entirely upon the fear that their freedom 
of religious worship would be restricted. 


upon 
have 


* * * 


Japan: Japanese militarists have met 
with stiff resistance in their efforts to have 
the Diet, Japan’s legislative assembly, 
approve a measure which would place all 
industry, finance, and labor under the 
control of a military board. Far from 
having the measure approved after only 
perfunctory debate, as they had thought, 
it resulted in several weeks of heated 
discussion, with practically the entire 
chamber showing determined opposition. 
The bill has now been sent back to com- 
mittee. Whether it will now undergo sub- 
stantial revision is rather doubtful, in 
view of the determination of army officers 
to have it passed in its original form. But 
the fact that the Diet resisted the pressure 
of the militarists is taken to indicate that 
the latter are far from having things al- 
together their own way. 


*x* * * 


In a formal address to the Czechoslovak 
parliament, the premier, Milan Hodza, 
replied to Germany’s threat to “protect” 
the 3,500,000 Germans. in Czechoslovakia 
by declaring: “If we are to be faced by the 
necessity of defending ourselves, Czech- 


oslovakia will defend, defend, defend 
herself.” 

ok * cK 
A congressional election in Cuba a 


few days ago aroused but little interest, 
since only those candidates were permitted 
on the ballot who were known to be 
subservient to Colonel Fulgencio Batista, 
the army’s chief of staff. Colonel Batista 
has had control of Cuba for several years 
and despite occasional reports to the con- 
trary, his dictatorship is as severe as ever. 





PRONUNCIATIONS: René St. Quentin 
(ruh-nay’ san’ kon-tan’), Canarias (ka- 
nah’reeas), Baleares (bah-lay-ah’rays), Car- 


tagena (kar-tah-hay’na), Teruel (teh-roo-el’), 
Galeazzo Ciano (gah-lay-at’so chah’no), Bari 
(bah’ree), Mohandas Gandhi (mo-hahn’das 
gahn’dee), Niemoeller (nee’mul-ler—x as in 
burn), Fulgencio Batista (foo-hen’seeo bah- 
tees’tah), Ruanda (roo-ahn’dah), Urundi (oo0- 
roon’dee), Milan Hodza (mee-lahn’ hod’jah), 
Graz (grahts’), Schuschnigg (shoo’shneek). 
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BERNARD BARUCH BLAMES THE NEW DEAL 
Prominent Democrat and formerly strong supporter of the Roosevelt Administration, Bernard M. Baruch, New York fin- 
ancier, created something of a sensation when he appeared before the Senate Unemployment Committee and said 
that New Deal policies were a principal factor in holding back recovery. 


New Deal: 1933-1938 


Five years ago on March 4, Franklin D. 
Roosevelt became President of the United 
States. On the anniversary of his first in- 
auguration, President Roosevelt received the 
Washington correspondents in his office. The 
President seemed jaunty and full of energy— 
the five years have left their mark on him, 
but they have not worn him down appre- 
ciably. When asked to outline the aims of his 
administration, the President quoted a para- 
graph written in 1935: 


To try to increase the security and the hap- 
piness of a iarger number of people in all oc- 
cupations of life and in all parts of the country; 
to give them more of the good things of life; 
to give them a greater distribution, not only of 
wealth in the narrow terms, but of wealth in the 
wider terms; to give them places to go in the 





TVA PHOTO 


QUARREL IN THE FAMILY 


TVA directors who are split over policy. Left to right: 
Harcourt A. Morgan, Arthur —. Morgcn, chairman, and 
David Lilienthal. 


summertime—recreation; to give them assur- 
ance that they are not going to starve in their 
old age; to give honest business a chance to go 
ahead and make a reasonable profit, and to give 
everyone a chance to earn a living. 


Occasionally he has had to shift his meth- 
ods, he said, but such changes did not alter 
the objectives themselves. 

Raymond Clapper, a prominent Washing- 
ton columnist, writing for the Scripps-How- 
ard chain of newspapers, summarized the 
past five years in this manner: 


Five years have seen the New Deal rise to a 
peak of hopeful enthusiasm and then settle down, 
where it is now, info a cautious and bewildered 
middle age. These have been five years of 
mingled success and failures, quick-changing and 
baffling currents. They have left Roosevelt not 
sadder but certainly wiser. He knows now 
there is no slide-rule formula for running a 
democratic country. If democracy is the easiest 
form of government to live under, it is the 
hardest to run. Turn back five years to March 
1933, and you find a frightened country calling 
for a strong man. . Five years ago Roose- 
velt eagerly asked for power and it was eagerly 


given. Now he doesn’t ask for it very often, 
and when he does the request is eyed with 
suspicion. 


Once Roosevelt seemed to think that if the 
right laws could be drawn and passed, our troubles 
would be cured. It was mainly a job of finding 
the right laws. Now it is evident that he has 
less faith in laws alone. He realizes more keenly 
that under a private capitalist system cooperation 
cannot be conscripted. Roosevelt is re- 
flecting only the bewilderment and loss of con- 


fidence which the whole country is feeling. .. . 


Through most of his administration, Roosevelt 
has been engaged in a kind of bloodless civil 
war with the business community. Both sides 


were stubborn and bitter. . . . A stalemate has 
resulted and the whole country is feeling the 
effects of it. 


TVA Tribulations 


The dispute between the members of the 
board of the Tennessee Valley Authority seems 
to be entering the crisis stage. For a long 
time it has been known that the three mem- 
bers have been at dagger points over basic 
policy. The chairman, Arthur E. Morgan, has 
favored a policy of conciliation and compro- 
mise with the private utility companies in the 
Tennessee Valley, believing that the chief em- 
phasis of the TVA should be upon social and 
economic planning and the encouragement of 
new industries in the Valley. The other two 
members, Harcourt Morgan and David Lilien- 
thal, have insisted that the production and sale 
of electricity should be the principal objective 


of the TVA and should be carried forward 
without making any compromise with the 
private utility interests. 

So intense has the friction between the 


board members become that the two members 
have requested the resignation of Chairman 
Morgan. Morgan has refused to comply and 
has asked for a congressional investigation of 
the whole question. To make matters worse, 
it was reported last week that the TVA had 
spent five million for purposes 
not authorized by the creating it It 
seems likely that the whole question of the 
TVA mix-up will be aired in a 
investigation. 
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New Trust-Buster 


Thurman W. Arnold, a professor of law 
at Yale University, probably will succeed 
Robert H. Jackson as assistant attorney gen- 
eral, often called the New Deal’s key “trust- 
busting” position. Mr. Jackson recently took 
over the duties of United States solicitor gen- 
eral, a post vacated when Stanley Reed was 
promoted to the Supreme Court. There was 
some speculation as to whether the govern- 
ment would continue the vigorous campaign 
against monopolies which Jackson was lead- 
ing, but the appointment of Arnold leaves 
little doubt. One government official de- 
scribed the professor as “tougher than Jack- 
son,” indicating that he probably would go 
even farther than his predecessor in fighting 
big business combinations. 

Professor Arnold has been in the spotlight 
recently as the author of “The Folklore of 
Capitalism.” It is likely that many of the 
views which he expressed in this criticism of 
capitalism will raise a storm of controversy 
before the Senate will confirm his appoint- 
ment. Final debate may not occur until he 
has arranged for a leave from his classes at 
Yale. 


Flood Threat 


A year ago the newspapers were filled with 
stories of floods on the Ohio, the Tennessee, 
and the Mississippi. Now heavy rains in 
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UNCLE SAM CLAIMS SOME ISLANDS 


Tiny islands in the South Pacific have assumed importance as air bases in projected trans-oceanic routes. 
States, Great Britain, and New Zealand have been disputin 


$ ; ' The Unites 
over rights to certain of these islands, notably Canto, 


and Enderbury. 


California have sent rivers and streams out 
of their banks; more than a hundred persons 
are reported dead or missing, and the water 
has destroyed property in five counties valued 
at many millions of dollars. 

America has always had floods. But it is 
probably true that they have been made 
more frequent and more destructive by man. 
In the past we have wasted our forest re- 
sources. We have reduced the spongelike 
qualities of the earth when it is covered with 
trees and brush. We have made it possible 
for rainwater to travel down the mountains 
and hillsides more rapidly. 

Today a number of projects are under 
way to reduce the seriousness of floods. In 
many places, walls are being built to prevent 
the high waters from spilling over into low 
areas; dams and reservoirs are being con- 
structed at the headways of rivers and along 
tributaries, in order to hold back and con- 
trol the quantity of water; forests are being 
set out and soil planted in grasses and brush 
in order to absorb as much water as possible 
Other steps are being taken, but many 
people in Congress and out feel that a great 
deal more should be done toward flood control 


Business Speaks Out 


Businessmen have been gravely concerned 
during the depression because a majority of 
the nation has blamed them for many of 
our difficulties. To counteract this ill-feeling, 
they have been working to create more cordial 
attitudes. In their own words, they have 
been attempting to better their “public re- 
lations,” chiefly by “selling business” to the 
nation. During the past four years, they 
have been carrying on this campaign through 
newspapers. radio broadcasts, motion pictures, 
and pamphlets for use in schools. An ex- 
cellent series of articles in Harpers for Jan- 
uary, February, and March 1938, called “Busi- 
ness Finds Its Voice,’ describes the cam- 
paign and its methods. 

Among the well-known efforts of this move- 
ment are the. General Motors Symphony 
Hour, the Ford Symphony Hour, Du Pont’s 
“Cavalcade of America,’ and numerous ad- 
vertisements published by the United States 
Chamber of Commerce, the National Associa- 
tion of Manufacturers, and other groups. 
These are outstanding examples of the at- 
tempts to bring back a friendly feeling be- 
tween business and the public. 


Used Cars 


Last week was known as “Used Car Ex- 
change Week.” Nearly all automobile manu- 
facturers and dealers cooperated in a drive to 
speed up the sales of used cars. Why, it may 
be asked, should auto manufacturers be inter- 
ested in this field? Here is the answer: 

When the used car market is not prospering, 


it is very difficult for car manufacturers to sell 
new cars. As a matter of fact, there are only 
9,000,000 people in the United States who have 
sufficient incomes to buy new automobiles. [jf 
these people were unable to “trade in” or sell 
their cars after two or three years, most of 
them would not purchase new automobiles, 
This would obviously curtail the market for 
new cars. Last year automobile manufacturers 
turned out about 5,000,000 units. It is easy 
to see that their market would soon be er 
hausted if the 9,000,000 people able to buy 
new cars were not in a position to dispose of 
their old ones readily. And if factories were 
not able to turn out cars on the present mass. 
scale basis, they would have to charge higher 
prices for automobiles and this would limit 
the market still further. Moreover, the use 
of gasoline, oil, tires, and accessories—all of 
which mean jobs—would be correspondingly 
reduced. 
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By Correspondence 


Fifteen years ago, Benton Harbor, Michi- 
gan, began an experiment in supervised cor 
respondence courses for its high school stt 
Benton 
Harbor could not afford teachers or equip 
ment to instruct its boys and girls in vow 
Sydney € 
Mitchell, knew that they needed such instrut 
tion, so he arranged for 10 of his students 
He super 
vised their work and gave them high schod 
That was the beginning of a devite 
which is now used by more than 200 high 
schools and junior colleges, and which bring 
to 25,000 students courses in blueprint reaé 
ing, commercial art, fruit culture, Diesel && 
gines, watch repairing, highway engineerimg, 


dents. Like many small schools, 


tional courses. The _ principal, 


enroll in a correspondence school. 


credit. 
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FOR FEDERAL ARTS BUREAU 


Burgess Meredith, outstanding young actor of the A 
ican stage, who is leader of the movement to have 
government establish a Federal Bureau of Fine Arts, 

the purpose of encouraging and helping artists. 
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iogether with many other practical subjects. 
‘Usually the school pays the tuition and the 
dudent buys his books and supplies. It costs 
Benton Harbor $7 a year for each person 
enrolled in correspondence work, and the stu- 
jents pay from $1 to $5 a semester, depend- 
ing upon the courses in which they are en- 


«lled. Some correspondence schools, of 
surse, are not ranked very highly as edu- 
tional institutions. The National Home 


Study Council in Washington, D. C., was set 
up to advise students and schools on select- 
‘¢ correspondence schools. Sixty colleges and 
miversitit s in the country have special cor- 
respondence courses for high school students. 
The plan is especially attractive for the 
many small high schools in the United States. 
More than half of the nation’s high schools 
have fewer than 100 students; they employ 
not more than four teachers. The possibili- 
ties of the Benton Harbor plan for such 
schools are described more fully in the Survey 
Graphic for March. 
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Pacific Islands 
~ When early New Englanders still lighted 


their homes with lamps, crews of men sailed 
in ships to search for the whales that sup- 
ell} pied this oil, as well as bone for buttons. 
ly } Whaling was a major industry, and the boats 
ve f traveled many miles to make a catch. Some- 
Ii} time between 1791 and 1830, these Ameri- 
ll f can vessels discovered and visited scores of 
of tiny islands in the South Pacific Ocean, off 
the eastern coast of Australia. Little was 
lor f thought of the discoveries. and after whal- 
{$§ ing declined in importance, so did the islands. 
ay Today most of them, no more than mere 





&% specks on the map, are claimed by Great 

uy # Britain. A few are owned by France and 

O18 Japan. 

ef Now the United States is searching old rec- 

SS Fords to find whether these islands belong to 

her us because of their discovery years ago by 

mt} American citizens. The islands have sud- 

ust} denly become important as possible landing 

fF bases for transpacific flights on commercial 

Bly F airlines. They may also have tremendous 
value in time of war for naval strategy. The 
United States already claims Midway, How- 
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FASTEST MAN 
Glen Cunningham, Kansas athlete, who recently ran the 
mile in four minutes, four and four-tenths seconds, clipping 
two seconds off the previous world’s record. 





land, and Jarvis Islands, and President Roose- 
velt has prepared an executive order direct- 
ing that several more be taken over. If 
this is done, there may be some controversy, 

ause the nations who now claim the is- 
lands will protest the move. 


To Save Wildlife 


The early settlers in America found a land 
Which was rich in wildlife—birds, animals, 
and fish—as it was rich in nearly every natural 


fesource. The supply seemed unlimited; 
hunters killed without thought of the future. 
But as cities were built, forests were cut, 
‘wamps were drained, prairies were turned 
ame-|'0 farms, the wildlife found its natural 
t- ues disappearing. Some species have been 


se Pliminated entirely; others have been saved 


| United States 


} Doing, Saying, and Thinking 


only by the intervention of the government. 

A constantly growing group of Americans 
has been fighting to protect the wildlife 
which once flourished here. Next week the 
various organizations, which now include al- 
most 11 million people, are sponsoring Na- 
tional Wildlife Restoration Week. As part 
of the drive to raise funds, they are selling 
sheets of stamps, similar to the tuberculosis 
stamps. There are 12 designs, painted by 
the cartoonist, “Ding” Darling. The stamps 
sell for a penny. 


Fine Arts Bureau 


Thousands of people have paid to see 
Burgess Meredith, Lillian Gish, and Jane 
Cowl act in plays; many others have attended 
hits produced by Orson Welles. But only a 
handful of stenographers was present at a 
Senate hearing recently when the four of 
them came to testify in favor of the establish- 
ment of a Federal Fine Arts Bureau. They 
urged the adoption of bills which are now 
before both houses of Congress to transfer 
all the art projects now under WPA super- 
vision to a new and permanent bureau. 

The proposed Fine Arts Bureau would be 
directed by a seven-member commission. 


They would build a permanent program to 
encourage the development of the theatre, the 
dance, music, literature, graphic and plastic 





JACKSON‘S SUCCESSOR? 


Thurman W. Arnold, Yale professor and author of ‘The 

Folklore of Capitalism,’’ a book analyzing the capitalistic 

system, which has received much comment. He has been 

designated to fill Solicitor General Robert H. Jackson's 
place as assistant attorney general. 


arts, architecture, and decoration. This would 
include sponsoring art projects and giving 
financial aid to deserving artists. Thus, it 
would carry on practically the same func- 
tions performed under the present WPA art 
projects. If the bureau is established, the 
artists working under it would receive a 
minimum of $30 a week, paid by annual con- 
gressional appropriations. 


Galloping Glenn 


Sports writers have almost used up their 
supply of adjectives in praising Glenn Cun- 
vears the Kansan has been 
the king of middle-distance runners. Now 
he has set a new world’s record for the mile 
of four minutes, four and four-tenths seconds, 
two full seconds under the old mark. 

Cunningham became a great runner in the 
face of difficulties which make his achieve- 
ments all the more remarkable. About 15 
years ago, he was burned so badly in a 
schoolhouse fire that doctors said he would 
never walk again. Slowly he built up the 
flame-scarred muscles until he could walk. 
Then he began to run for exercise. He jogged 
mile after mile; finally the high school coach 
gave him a chance on the track team. In 
his senior year, Cunningham seta new high 
school record and won the Kansas champion- 
ship. He went to the University of Kansas, 
where he first rose to national fame. He is 
28 years old, an age at which most runners 
are retired, but Cunningham is having his 
best season. 
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UNIVERSITY OF KENTUCKY PHOTO 


LISTENING TO THE NEWS IN THE MOUNTAINS OF KENTUCKY iad 
A “listening center,’ typical of a number which have been established in remote Kentucky districts through the 


initiative of the University of Kentucky. 


Mountaineers who have never ventured beyond their secluded hills, gather 


at these centers to hear news, music, and educational features (see ‘American Observer,’ February 7, 1938). 
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O MORE (fascinating book on _ the 

American theatre has appeared in re- 
cent months than Frank P. Morse’s “Back- 
stage with Henry Miller” (New York: E. P. 
Dutton. $3). Henry Miller was one of the 
great figures of the American theatre, both 
as actor and as producer. Many of those 
who still occupy the top ranks of stage and 
screen were his discoveries. It was he who 
made Ruth Chatterton a star overnight; he 
who brought an unknown actress to Broadway 
fame when he discovered Alla Nazimova 
playing Russian roles in an unimportant and 
inconspicuous theatre in New York; he who 
saw possibilities in a wistful young actress 
whose name became known the nation over 
when Maude Adams was at her height. 
Dozens of others were helped on their road 
to fame through the efforts of Henry Miller. 


This is an intimate biography of the great 


actor-producer. The author was in close 
contact with Miller for two decades and 
came to know him personally as well as 


professionally. And both his personal life 
and his professional career were marked by 
all the extremes and excesses which have 
attended others who live in the world of 
the theatre. As a producer, he was sarcastic 
and bitter in his criticisms of actors; he 
was subject to the most violent of rages. Yet 
he was as lovable a character as ever figured 
in the American theatre. The theatre was 
in his blood from his very youth, and in a career 
which 


spanned well over a quarter of a 
century, he experienced the vicissitudes of 
success and failure, fortune and poverty, 


happiness and misery. His career took him 
from one coast to the other; he was as well 
known in San Francisco as in New York. 
The various threads of this eventful life 
are woven together with warmth and under- 
standing by the author of “Backstage with 
Henry Miller.” 


* * * 


TEFAN ZWEIG was making a journey 

to Brazil, and found the trip monotonous. 
He quickly reproached himself when he com- 
pared his pleasant accommodations on an 
up-to-date liner with the hardships which 
explorers suffered four centuries ago while 
exploring unknown regions in their tiny sailing 
vessels. While musing about these early 
voyages, he went into the ship’s library 
and discovered a book about Magellan. The 
story of this early explorer’s life so intrigued 
him that he set to work and wrote ‘“‘Conqueror 
of the Seas. The story of Magellan” (New 
York: The Viking Press. $3.50). 

His book reflects the mood in which it 
was written, because it is not a deep study, but 
an entertaining narrative, bringing out all 
the drama and adventure in the life of 
Magellan. Zweig does not add much that 
has not been told before, but puts the story 
in a more interesting style. The life of these 
explorers was hardship from beginning to end. 
Before they could even leave the port, they 


had to raise funds for the journey. Their 
government might not authorize the trip, 
and was less likely to contribute any money. 
Sometimes private backers came to the 
rescue and made the explorations possible. 

As soon as these preliminary difficulties 
were out of the way, the small band of men 
hoisted the sails and set out for regions 
which were unmapped and unknown. If 
they got by the danger of being picked up 
by unfriendly European fleets, they finally 
reached uninhabited shores, or lands where 
only savages were found. They faced all man- 
ner of hardships. The small sailing vessels 
took months to cover the distances which our 
modern steamers cover in days. They could 
carry little food and water—the sailors con- 
stantly faced the threat of starvation and 
thirst. 


Probably more terrifying to them was 





FROM THE JACKET DESIGN BY GORDON GRANT FOR 
“CONQUEROR OF THE SEAS” 


the threat of unknown dangers, for they had 
been taught to believe that the waters were 
infested with giant sea monsters. One might 
expect that the stories they told on their re- 
turn from important discoveries would be 
rewarded with favors and future aid. But 
this was often not the case, and many of them 
were not honored until long after they had 
died. Zweig uses the life cf Magellan to il- 
lustrate these careers, and effectively retells 
the history which is now familiar to everyone. 


x * x 


T IS so easy to tune in speeches, symphony 

orchestras, operas, and comedians on the 
radio, that one scarcely gives the matter a 
thought. A flick of the switch, a moment’s 
wait for the radio to warm up, and the program 
is there. The little-known side of radio 
programs lies on the other end of the ether 
waves, where the broadcasters are working 
in studios. John S. Hayes and Horace J. 
Gardner give a picture of the part which 
makes programs possible in ‘“‘Both Sides of the 
Microphone” (Philadelphia: Lippincott. $1.25). 
This volume will appeal to the average 
listener who wants to know more about 
broadcasting, and it will be especially useful 
to anyone who aspires to become a radio 
employee. Besides describing the various 
types of programs, the authors outline the 
work of the program department, the sales 
department, the publicity department, and 
the engineering department.—J. H. A. 
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Historical Backgrounds 


By David S. Muzzey and Paul D. Miller 














Economic Background of Taxation 


E SHALL deviate this week from our 

customary practice of tracing a cer- 
tain problem back to its historical roots in 
order to describe the theory behind the 
various types of taxation. We do this for 
the purpose of giving the economic back- 
ground of the article on taxation which ap- 
pears in this issue of THe AMERICAN OB- 
SERVER. No subject has been more hotly 
debated throughout our history and none 
affects more directly the life of every in- 
dividual. 


Types of Taxes 


The economic direction of a nation is 
xoverned to a considerable extent by its 
system of taxation. In the United States, 
there has been no consistent policy or 
philosophy, either in federal taxation or in 
state and local taxation. The people pay 
different types of taxes to the federal gov- 
ernment, as well as to the state and local 
governments. New taxes have been devised 
to meet the needs for revenue. Frequently 
there has been overlapping between the 
taxes levied by the federal government and 
those imposed by the state and local gov- 
ernments. Today the American tax system 
is a welter of confusion. 

Taxes are generally, though not altogether 
accurately, spoken of 
as either direct or in- 
direct. A direct tax 
is one which is levied 
directly upon an in- 
dividual and which he 
cannot pass on to 
anyone else. The best 
example of such a 
levy is the income tax, 
for when, on March 
15, an individual pays 
to the collector of in- 
ternal revenue of the 
federal government $10 or $20 or $100 as 
the tax upon his income of the preceding 
year, it is levied directly upon him. The 
same is true when he pays a tax on his 
land or his house or his furniture or any 
other possession. This tax cannot be 
shifted to anyone else. 

The indirect tax is sometimes called a 
hidden tax. It may be passed on to some- 
one else. The federal government, for ex- 
ample, taxes theatre tickets of 50 cents 
or more. But it is not the theatre which 
pays the tax. It is the individual who buys 
the ticket, the tax being added to the pur- 
chase price of the ticket. The same is true 
of a tax on gasoline, on cigarettes, or a 
general sales tax. All these taxes are passed, 
wholly or in part, on to the customer. They 
are not paid by the person upon whom they 
are levied and who turns the money over 
to the government. 

But this by no means tells the whole 
story. In order to see how the different 
types of taxes affect the various classes of 
the population, we must examine our system 
of taxation more closely. In addition to 
being classified as direct or in- 
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000 income pays the same proportion of his 
income to the government as the man with 
the $2,500 income. But after the taxes 
are paid, the two incomes would remain 
as unequal as they were in the beginning. 

The second tax, the progressive, is based 
upon the principle of “ability to pay;” that 
is, it seeks to take a larger share of the 
income of the well-to-do than of the lower- 
income groups. The federal income tax 
is an excellent example of such a tax. A 
single person who earns up to $5,000 a year 
is obliged to pay a four per cent income 
tax (exemption allowed for $1,000). If, 
however, he earns $7,000, he must pay an 
additional four per cent on the extra $2,000. 
The scale is graduated up to 75 per cent 
on incomes of five million or more. The 
theory behind the progressive tax is that 
it tends to narrow the gap between those 
with large incomes and those with small. 


Regressive Taxation 


The third tax is the regressive, which has 
the opposite effect from the progressive 
tax. It bears more heavily upon the poor 
than the rich; it takes a larger percentage 
of his total income. The sales tax is the 
best example of it. Since those with low 
incomes spend practically all they earn for 
various articles of food and clothing, prac- 
tically their entire income is taxed. Those 
with large incomes, on the other hand, 
spend only a part of what they make on 
goods which are taxable, the percentage of 
their income paid in taxes is smaller. 

While nearly all the states have resorted, 
during the last few years, to the sales tax, 
that type of taxation has been rather un- 
popular because of the fact that it bears 
more heavily upon the poor than the rich 
The federal government has used it only 
on articles which are not considered ne- 
cessities of life, such as cigarettes, theatre 
tickets, and gasoline. The recent philos- 
ophy behind our system of taxation, inso- 
far as there is any, has been that taxes 
should be based upon ability to pay, and 
for that reason the principle of the progres- 
sive taxation has been applied. 

REFERENCES ON TAXES: (a) What 
To Do About Taxes, by H. M. Groves. 
New Republic, December 29, 1937, pp. 215- 
217; January 5, 1938, pp. 247-249; January 
19, 1938, pp. 303-305. (b) The Federal Tax 
System, and U. S. Taxes. Fortune, January 
1938, pp. 46-47; December 1937, pp. 107-109. 
(c) Our Tax Jungle, by C. T. Crowell. 
Harpers, November 1937, pp. 617-625. (d) 
Tax for Democracy, by David Cushman 
Coyle. Survey Graphic, August 1937, pp. 421- 


424. (e) Leg Irons on Business. Nation’s 
Business, November 1937, p. 104. 
REFERENCES ON AFRICA: (a) Africa, 


Land of Promise, by J. C. Le Clair. Current 
History, October 1937, pp. 73-76. (b) Gov- 
ernment of Africa, by W. R. Jeffreys. Fort- 
nightly, December 1937, pp. 649-657. (c) 
Germans as Masters, by P. Balfour. Living 
Age, January 1938, pp. 426-429. (d) Organ- 
ization of Italy’s East African Empire, by C. 
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direct taxes, they have been sepa- 
rated into three main categories— 
proportional, progressive, and re- 
gressive. We shall consider each 
of these in turn. We shall see 
the effects of each upon the var- 
ious classes of the population. 

A proportional tax is one which 
exacts the same percentage of 
every person’s wealth or income 
as payment to the government, re- 
gardless of the size of his income. 
Suppose, for example, that a flat 
tax of four per cent is imposed 
upon all incomes of $1,500 or more. 
The man who earns $10,000 in a 
year will be obliged to pay more 
to the government than the one 














with a $2,500 income, but the per- 
centage is the same. The actual 
amount of money paid in taxes is 
greater, bui the man with the $10,- 
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BEATING OFF THE TAX GATHERER 


A distaste for toxes is by no means a new manifestation 


in America. 
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A cross section of British life passes before the eye of the bystander at London’s famous Piccadilly Circus. 
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Test Your Emotions 


Some time ago Professor R. H. Heindel of the University of Pennsylvania undertook 


to find out what English school children think of America and Americans. 


He submitted 


a number of statements to which the English boys and girls were asked to agree or 


disagree. 


The results of his questioning appeared in School and Society. 


We reprint 


the statements (with a few omitted) together with the number of the English pupils 


who agreed, the number who disagreed, and the number who had no opinion. 


questions and answers follow: 


The 


Agree Disagree No Opinien 

1. American moving pictures give a true picture of 

American life 705 255 40 
2. The U. S. should join the League of Nations 911 24 65 
3. The U. S. is more democratic than England 87 824 89 
4. It is easier to acquire wealth in the U. S. than in 

England 870 61 69 
5. The union of the English-speaking peoples would 

safeguard the welfare of the world 613 66 321 
6. There are many art museums in the U. S. 86 529 385 
7. U. S. would join Great Britain in any future war 838 67 95 
8. Americans are boastful 902 27 71 
9. The Negro is badly treated in the U. S. 913 27 60 
10. Justice is effective in the U. S. 209 714 77 
11. Americans speak very bad English 838 110 52 
12. All Americans use slang 976 13 11 
13. American-made products never have the quality 

of British-made products 890 58 52 
14. Great Britain should not have to pay her war 

debts to the U. S. 695 214 91 
15. All Americans are good sportsmen 518 357 125 
16. Americans carry speed to excess 707 193 100 


We suggest that a similar test be made by readers of this paper. If each instructor will 


give 
tabulate the results and publish them. 


the test to his classes and send the report to THE AMERICAN OBSERVER, we will 
This will give an idea of the extent to which 


English views concerning America and Americans agree or disagree with the views of our 


own people. 


Can You Defend Your Opinions? 


1. The undistributed profits tax is the 
chief cause of the present business re- 
cession and is the main obstacle to re- 
covery. Defend or attack that statement 
according to your own views. 

2. Do you believe that the return of 
Germany’s African colonies would help 
economic conditions in Germany? Why? 
Do you think it would satisfy Germany’s 
political ambitions? 

3. Do you believe the capital gains 
tax is just or unjust? Why? 

4. What is your opinion of the New 
Deal, after five years? 

5. Should the federal government 
greatly increase its expenditures for 
flood control? 

6. Do you favor the establishment of 
a Federal Fine Arts Bureau? 

7. Are the English people unfair in 
their attitude toward the Duke of Wind- 
sor? 


Are You Sure of Your Facts? 


1. True or False: Germany’s former 
African colonies are about five times as 
large as Germany herself. 


2. Glenn Cunningham is (a) successor 
of Robert H. Jackson; (b) new British 
foreign secretary; (c) premier of Czecho- 
slovakia; (d) American champion run- 
ner; (e) American theatrical producer. 


Do we see ourselves as others see us? 


Here is a chance to find out. 


3. What name is applied to a tax which 
becomes higher in percentage the higher 
the income? 

4. The undistributed profits tax ap- 
plies to what type of organization? 

5. What word do the British use for 
radio? for movies? 

6. What claim does the United States 
have to certain South Sea Islands? 

_ 7. Why are many small high schools 
interested in correspondence courses for 
their students? 

8. For what position in the federal 
government has Thurman Arnold been 
mentioned? 








Your Vocabulary 




















Do you know the meaning of the itali- 
cized words in the following sentences? 
The old manuscript contained many in- 
terpolations. Everyone had difficulty in 
finding his way through the labyrinth. The 
merchant accepted grain and vegetables in 
lieu of cash. Dr. Jackson was phlegmatic ; 
he never seemed to get excited about any- 
thing. With the advent of amplifying sys- 
tems, speakers no longer need to shout in 
stentorian voices. Ancient conquerors 
ground their captives into subservience. 
The reform was urged by a band of zealots. 
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Letter from England 


We reprint below part of a letter to the 
editor of THE AMERICAN OBSERVER from Mr. 
Percy W. Edgell of Bristol, England. Mr. 
Edgell’s comments on economic and political 
affairs will help us to get a picture of what 
is going on in England and of what the 
people of that country are doing and think- 
ing. The letter follows: 


E condition of England on the whole 
is very prosperous, or else people are 
too busy to grumble. There is a great 
deal of activity everywhere. For instance, 
in every big town there is evidence of re- 
construction. Huge blocks of flats, new 
shops, cinemas, warehouses, etc. There 
seems to be little slackening in the build- 
ing boom (perhaps a little owing to in- 
creased cost of materials and approaching 
saturation point); but almost every girl 
getting married demands either a flat or 
one of those detached or semi-detached 
villas with all the usual labor-saving devices 
of the modern house, and the English 
husband wants a garden to putter about in 
and probably a garage. These suburban 
housing estates are the characteristic fringe 
of every English town. 


A Changed Picture 


It seems difficult to believe that five or 
so years ago surplus production was a prob- 
lem; and now there are actual shortages. 
People have had to wait months for that 
new car on order. Rearmament has been 
blamed, but one suspects cornering of the 
metal markets. There is undoubtedly great 
activity in armaments, airplanes, shipbuild- 
ing, and a scarcity of engineers, draughts- 
men, surveyors, etc. Meanwhile, with all 
this inflammable material piling up, we must 
be living on top of a volcano; but no one 
worries much. A civil war has been rag- 
ing in a civilized country only a few hun- 
dred miles away, very real dangers of our- 
selves being involved; but we still go about 
our daily business with remarkable calm. 
True, London and other big cities are try- 
ing to get air-raid conscious; a few experi- 
mental “black outs” have been arranged, 
clumsy air barrages and antiaircraft units, 
etc.; but one doubts their effectiveness. 

Just now the differences between our 
political parties seem less acute than they 
have been. Indeed in the general prosper- 
ity and concentration of Britain on rearm- 
ament, the conservative and labor elements 
seem to have more or less merged them- 
selves. The Labor party, whose policy for 
long was disarmament, has been forced, 
with some dissension, to acquiesce in the 
need for armament. Both parties recognize 
the only policy we can have in the Medi- 
terranean and towards Japan is one of sit- 
ting on the fence; and the opposition, recog- 
nizing the delicacy of this position, has 
shown considerable restraint in the House 
of Commons at question time. 


What People Think 


Perhaps now I have mentioned the Duke 
of Windsor, a few brief sentences would 
be appropriate. What is the British pub- 
lic’s attitude towards him? I think it is, 
to use perhaps a strange simile, that of a 
woman who has been betrayed by her lover. 
The English press still watch and note 
every move of his, a little jealously, I 
think. Though they agree that it is best 
that he should be forgotten, I do not think 
they wish, or can, do so. That the Duke 
acted weakly is obvious. But that his 
weakness was very human is also ob- 
vious. He acted, I consider, very honor- 
ably and straightforwardly. Further gen- 
erations will be more qualified, perhaps, 
to judge of the king who forsook his throne 
for the woman he loved; but I think he 
had very wide interests; was a true friend 
of the working people; and he has been 
treated rather harshly by his own people. 


What of the lives of the people? One 
legalized form of gambling in which nearly 
three out of four families in the country 
participate is the football pools forecasts. 
Forty million pounds change hands yearly 
at this gamble. Just now the football 
teams are getting sorted out; and there is 
keen speculation as to which teams will 
fight out the final of the great national sport 


at Wembley in April. Tommy Farr’s fight 
recently in America called for a lot of dis- 
cussion. A “national fitness’ epidemic has 
swept the country this winter; and women 
have been diligently at work developing 
their muscles, presumably to deal with a 
refractory husband. I think a cigarette is 
a little less the invariable accompaniment 
of the smart young man or woman. “Milk 
bars” where milk drinks of all kinds are 
on sale are springing up in every town; 
and the sales of milk are increasing by pro- 
vision of free, or at a nominal sum, milk 
for school children. 

Almost every family has a wireless set; 
there are electricity and water schemes in 
all but the more isolated villages. A few 
industries have a week’s holiday with pay 
for their workers—various schemes have 
been brought forward for a national agree- 
ment on this for all workers; but they have 
been turned down by government. Despite 
the fact that motor manufacturing is one 
of our great industries, a car is still looked 
upon as a luxury and taxed accordingly. 
Indeed, government, alarmed at the num- 
ber of road casualties, seems to continue to 
legislate and tax to drive traffic from the 
road to the railways. Youth hostel move- 
ment is developing, but has a long way to 
go to reach German achievements in this 
direction; cycling is becoming more and 
more popular. Our roads on the whole 
everywhere are well surfaced; but main 
roads are inadequate in many ways for the 
great increases of traffic. 


Personal Impressions 


The school-leaving age will be raised to 
15, with upteen exceptions, in 1939; this 
was decided two years ago. Meanwhile 
with the establishment of senior schools 
(12 to 14 years of age) in many rural 
districts, elementary education has shown 
a remarkable improvement. A weekly visit 
to the cinema is as much a ritual for most 
of the population as a visit to chapel or 
church used to be. On Sundays the family, 
and on week days the housewife, listens 
regularly to the advertisement programs of 
such stations as Radio Normandie and 
Luxemburg, much on the principle of the 
U.S.A. programs. The British Broadcast- 
ing Company, although presenting excel- 
lent programs, suffers the lack of enterprise 
of a government department, (or giving 
the public what it really wants) and is com- 
paratively neglected. 

You note my address is a farm—we 
live on the Duchy of Cornwall estate and 
are tenants of His Majesty the King. Re- 
cently he inspected his tenants here. It 


was a great day for the little village of 
Farrington Gurney. His Majesty, a slight 
figure in a bowler hat and dark overcoat, 
looked very much like an ordinary English- 
man. The best way I can describe him, 
I think, is that he appears to be a good 
listener, but a poor speaker. There is a 
long-standing joke about farming never 
paying, and times have been bad for 
farmers; but things are improving, although 
this is offset to some extent by higher 
prices of feeding stuffs. As you probably 
know, we have a number of agricultural 
marketing boards, set up by the govern- 
ment, which have done something towards 
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securing better prices and quality for pro- 
ducers. All milk sold passes through the 
National Milk Marketing Board, potatoes, 
pigs, etc. The feeling among farmers is 
that the conservative government they all 
voted for has done little for them. There 
is always the thorny question of agricultural 
imports from the Dominions and Argen- 
tine, which are necessary from the point 
of view of Empire, good will, and trade, but 
which are always undercutting our own 
agriculture. 


Miscellany 


There is some little coal mining near 
here and the pits are working six days a 
week, owing to great amount of coal needed 
in industry at present. Talk’ to a miner 
or farmer, or anyone, about international 
affairs and they will say very littl— 
perhaps that there is no place like Eng- 
land. Somewhere at the back of people’s 
minds is the shadow of the coming menace 
to England and also the question of how 
long the present boom prosperity can last. 
I have said elsewhere that the people on 
the whole were prosperous and contented— 
I must correct this. There have been a 
number of strikes in various industries— 
transport, etc.—many of them spontaneous 
and without the authority of the unions. 
The trade unions are in a difficult position 
as regards strikes and hampered by the 
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Trades Disputes Acts of 1924, which makes, 
for instance, a general strike illegal. One 
wonders if the union leaders are not in the 
pay of employers; at any rate, the men 
seem to get tired of their leaders’ protracted 
negotiations. The government invariably 
sides with the employer class and looks 
upon the factory acts, trade unions and 
any betterment of wages or conditions as 


raising the cost of production and, there- 


fore, very undesirable. 

I have a great admiration for your Presi- 
dent and his efforts to establish minimum 
wage rates and better conditions for the 
majority of the people. One would say he 


was the sanest and most liberal of the most 
prominent heads of nations of today; with- 
out exaggeration, the finest figure in con- 
temporary world politics. Our own Prime 
Minister, Chamberlain, cuts a poor figure 
in comparison. Chamberlain represents 
Birmingham in Parliament—richest city in 
England and a town manufacturing arm- 
aments. He is not a popular figure, is 
typical of the oligarchy which now rules 
England; has none of the culture of As- 
quith or Baldwin and none of the romantic 
rise and fall of MacDonald. 
Congratulations on your article headed 
“Student Action.” I believe discussion and 
argument are the finest education: follow- 
ing in the traditions of Plato and Socrates 
and of our greatest University—Oxford. 
Percy W. Edgell 





THE QUESTION OF TAXES 





(Concluded from page 8) 

general investing public can be depended 
upon to put its money into corporations 
and thus to furnish the capital with which 
business expansion may be made. If, on 
the contrary, business conditions are not 
good; if the farmers and workers and other 
consumers do not have sufficient purchasing 
power to buy the goods of industry, and it 
seems that larger quantities cannot be sold, 
investments will not be made and corpora- 
tions will not expand their plants. It is 
not the government’s tax program which is 
now preventing expansion, it is argued, but 
the general uncertainty which pervades the 
economic atmosphere. 

Whatever validity there may be to these 
conflicting arguments, it seems fairly cer- 
tain that there will be modifications in the 
present tax laws. The proposals now being 
discussed in the House of Representatives, 
among other things, call for the exemption 
of small corporations—those showing prof- 
its of $25,000 a year or less—from the 
undistributed profits tax. Slight changes 
in the capital gains tax are also included 
in the bill which went to the floor of the 
House a few days ago. 

Behind the whole issue lies a deep con- 
flict over the purpose of taxation. The 
Roosevelt philosophy is that the taxing 
power of the federal government should be 
used to achieve definite social and economic 
goals; that it should attempt to bring the 
economic system into greater balance; that 
it should be used to prevent accumulations 
of wealth. Opponents, on the other hand, 
are convinced that so long as we are living 
under a profit system, any tax which inter- 
feres with the making of profits will re- 
sult in a breakdown of industry and stall 
the whole economic machine. And what- 
ever decisions are made with respect to the 
immediate issue of the capital gains and 
undistributed profits taxes, this basic con- 
flict of philosophies is likely to remain for 
a long time to come. 
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(Continued from page 1, column 1) 


policy. This may be the wisest 
course for him to take, but when 
investors all over the country are 
following such a course, it means 
that there will be little expansion 
in business and times will remain 
bad. These arguments were 
summed up the other day by Ber- 
nard M. Baruch, prominent New 
York financier and economic ad- 
viser to several American Presi- 
dents, who said before a congres- 
sional committee: 


It must be perfectly apparent 
that nobody will risk much money 
for the purpose of giving 91 per 
cent or 60 per cent or even 50 per 
cent to the government if he suc- 
ceeds and cannot charge off his 
losses if he fails. 

It simply prevents money from 
going to work to put people to 
work and to restore the activity 
which we call prosperity, upon 
which we all rely. No man will 











BUT 


TALBURT IN WASHINGTON 


profit Mr. Jones makes on the sale of his 
stock must be added to his personal income 
tax. 


Gains and Losses 


If it were as simple as all that, there 
would be little criticism of the capital gains 
tax, for admittedly Mr. Jones has made a 
clear profit and has had a fat $10,000 added 
to his income. But suppose that Mr. Jones 
had bought a number of other stocks the 
price of which had declined. Suppose that 
he had been compelled to sell them at a 
considerable loss. At the end of the year 
he may find that he has actually lost some 
$20,000 on all his transactions. Now, ac- 
cording to the capital gains tax law, he 
cannot deduct all these losses from his in- 
come. He may, of course, balance the 
losses against the gains, but it will be seen 
that he still has a met loss of $10,000; that 
is, he has lost $10,000 more than he has 
gained. But he cannot deduct this amount 
from his other income when he computes 
his tax. He is entitled to deduct only $2,000 
of his net losses. In other words, the law 
imposes heavy taxes upon net gains on the 
sale of property, but it allows practically 
no deduction for net losses. 


We have used shares of stock as an illus- 
tration of the way the capital gains tax 
works. The tax works in the same way if 
the gains or losses result from the sale of 
other forms of property. If a man sells 
land or a house or a factory or any other 
type of property for more than he pays for 
it, he is obliged to include the profit in his 
income tax. Conversely, if he sustains a 
net loss as a result of such transactions, he 
can deduct no more than $2,000. 


Such a law seems unfair to many people. 
They say that if the government is to tax 
the gains which one makes through success- 
ful investments, it should allow him, when 
he makes unsuccessful investments, to de- 
duct his losses from his income. They say 
that to tax gains, however great they may 
be, and not to allow one to deduct losses 
in excess of $2,000 is not only unfair to 
individuals but that it hurts business. Here 
is the argument: There can be no prosperity 
in the country unless people who have 
money in excess of their needs invest it. 
They must buy and improve property, ex- 
pand their factories, and so on, if the busi- 
ness of the country is to increase and if 
workers are to have employment. Every 
man, however, who invests money knows 
that he takes some risk. He may gain or 
he may lose. He would be willing to take 
chances, however, if he knew that in case 
he lost, the losses would be taken into ac- 
count by the government so that his tax 
burden would be cut down. If, however, he 
knows, as he does today, that even though 
he loses as much money through his invest- 
ments during the year as he receives in in- 
come, he will still have to pay taxes on his 
income, he is less likely to make invest- 
ments. He will adopt a more cautious 
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use his money except upon a chance 

of profit commensurate with the 
—— risk involved. 
In favor of the present capital gains 
law, it is argued that even though a man 
may lose in his speculations and invest- 
ments, he still has his income and that 
he should pay taxes on that income. Sup- 
pose, for example, so the argument goes, 
that one man receives $3,000 a year and 
his neighbor receives $10,000. The one re- 
ceiving the $10,000 a year ought to pay 
more taxes than the one receiving the 
$3,000. He should not be excused from 
paying taxes because he uses his surplus 
money to make investments which turn 
out badly. The government depends for 
its support largely upon taxing people in 
proportion to their incomes. People should 
be taxed in proportion to their incomes 
and should not be relieved of the burden 
simply because they are unfortunate in 
their investments or speculations. 


Undistributed Profits Tax 


The other tax which has stirred up such 
a hornet’s nest of opposition is the undis- 
tributed profits tax. This is a tax levied 
not upon individuals but upon corporations. 
A corporation is not owned by an indi- 
vidual. The ownership is distributed among 
many people, who hold shares of owner- 
ship in it, or stock. Some of our largest 
corporations have thousands or even hun- 
dreds of thousands of owners or stock- 
holders. When a corporation makes a profit, 
the profit may be divided among all the 
stockholders in proportion to the number 
of shares they hold. These profits distrib- 


uted to stockholders are called dividends. 
The officers of the corporation ordinarily 
do not distribute all their profits to the 
stockholders, however. If they make a 
great deal of money, they keep part of it in 
reserve for expansion or to tide them over 
when times are bad. The officers or direc- 
tors decide each year how much of the 
profits shall be distributed as dividends. 

The corporation pays income taxes of 
from 13! to 15 per cent on all its profits, 
depending upon the size of the corporation. 
This money is paid before there is any dis- 
tribution of the profits among the stock- 
holders. Then, after the dividends are dis- 
tributed among the stockholders, the amount 
which each one receives is added to his in- 
come and he is compelled to pay a tax on 
it. The amount which he pays on it de- 
pends, of course, upon the size of his total 
income; the higher the income, the higher 
the percentage he must turn over to the 
government in taxes. 

The undistributed profits tax, passed two 
years ago, provides that if a cor- 


Taxation Problem Raises Its Head Again 


then the business would grow and give em- 
ployment to workers. In fact, many of the 
largest American industries have been built 
by ploughing back year after year the 
profits which were made. 


Funds for Expansion 


If the government prevents the accumu- 
lation of reserves, it is argued, either by 
skimming off the profits through taxation 
or forcing them into the hands of the stock- 
holders, there is no way to expand. They 
do not have reserves for a rainy day, and 
when bad times come, many of them are 
forced to the wall. Opponents of the un- 
distributed profits tax contend that this 
levy is today standing in the way of real 
recovery and is, in fact, the main cause of 
the recession. 

Moreover, they contend, they are unable 
to obtain funds by appealing to the general 
investing public. As we pointed out earlier 


in this article, one of the principal objec- 
tions to the capital gains tax and the heavy 





poration fails to distribute its 
profits to stockholders but keeps 
a large part of them in reserve, 
it must pay a relatively high tax 
upon them. The tax ranges from 
seven to 27 per cent, depending 
upon the amount of the undis- 
tributed profits. This act forces 
corporations to pass on a larger 
proportion of the total profits to 
the stockholders. The stockhold- 
ers who receive the larger divi- 
dends are obliged to pay higher 
taxes to the government, for these 
dividends are added to their per- 
sonal incomes. 

The idea behind the law was, 
first, that it would give the gov- 
ernment more money, and, second, 
that it would be a good thing to 
prevent the officers of a corpora- 
tion from accumulating large 
stores of wealth which they could 
use as they saw fit. Moreover, 
many of the large stockholders 
preferred having the profits ac- 
cumulate as surpluses in order to avoid the 
payment of taxes upon the profits. 





Objections to Levy 


Most businessmen charge that the undis- 
tributed profits tax is injurious to business. 
They say that when the corporation officials 
were allowed to set aside reserves without 
limit before paying dividends, the com- 
panies could expand more easily. The offi- 
cials, instead of paying out dividends, could 
put their profits back into the business; 
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“Repeat the words the defendant used,” said 
the lawyer for the plaintiff in a trial for 
slander. 

“I'd rather not,” replied the witness, tim- 
idly. “They are hardly words to tell a gentle- 
man.” 

“I see,” said the lawyer, .understandingly. 
“Then you may whisper them to the judge.” 

—LABOoR 


Little Boy: “Between us, my father and I 
know everything in the world.” 

Companion: “All right then, smarty, where’s 
Patagonia ?” 

Little Boy: “Well, that’s one of the ques- 
tions my father knows.” 


—Pearson’s WEEKLY 

















“ANYBODY GOT A COIN?” 


GRAVES IN COLLIER'S 


“See here, why didn’t you tell me that 
horse was lame before I bought him from 
you?” 

“Well, suh, the feller that sold him to me 
didn’t say nothin’ about it, so I just thought 
it was a secret!” —SELECTED 





“Pll be good for a penny, mother,” coaxed 
little William hopefully. 

“Oh, Willie,’ reproved his mother, “why 
can’t you be like your father? He isn’t good 
for a penny—he’s good for nothing.” 

—Montreal Datty STAR 

Clerk: “Sir, my wife told me to ask you for 
a raise.” 

Boss: “All right, 
can give you one.” 

—Minneapolis JourNAL 


I'll ask my wife if I 





“You can hold a crocodile’s mouth closed 
with one hand,” declares a naturalist. Then 
all you would have to do would be to main- 
tain the status quo until one of you starved. 

—Washington Post 





A man visited his creditor the other day, 
and said, “Are you worried about whether I 
can meet my note next month?” 

“Yes, I am,” confessed the creditor. 

“Good,” said the client. “That’s what I’m 
paying you six per cent for.” 


—Detroit News 








HEARING ON THE NEW TAX BILL 


FITZPATRICK IN ST. LOUIS POST-DISPATCH 


tax upon personal incomes is that they dis- 
courage investment. Thus, it is contended, 
the funds for investments cannot be ob- 
tained because the two principal sources 
have been dried up. Profits cannot be 
ploughed back into industry because of the 
tax on profits, and investors will not run 
the risk of investing when they cannot de- 
duct their losses from their personal income 
gains. The gist of this argument has been 
ably set forth by Walter Lippmann in a 
recent syndicated column. 


The undistributed profits tax has put, or 
at least most corporate managers think it has 
put, an excessive penalty on corporate saving 
and the ploughing back of corporate earnings. 
Thus, the only two main sources of adven- 
turous capital—the savings of the rich and the 
savings of the corporations—have both been 
closed, or in any event seriously restricted, 
by the combined effect of the recent tax laws. 

This explains, as nothing else explains, the 
paradox that we have large sums of money 
available for investment and that there is 
almost no investment in the expansion of 
private industry. This country has lots of 
capital. But it belongs either to the middle 
class which cannot take risks or to the rich 
who can no longer make any money by tak- 
ing risks. Therefore, this capital is not avail- 
able for new private enterprise: it is avail- 
able only for bidding up the prices of old 
established properties or for government 
financing. 


Those who favor the undistributed profits 
tax and the capital gains tax contend that 
such charges as have been described are 
exaggerations. Here is their argument: 
Business expansion and the growth of 
factories do not depend upon the creation 
of great reserves. These developments 
will take place even if most of the corpora- 
tion profits are passed on immediately to 
stockholders or even if the taxes on capital 
gains are heavy. When the people have pur- 
chasing power and times are good and the 
business skies in general are promising, the 
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